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The  Commonwealth  of  Massachusetts 


RESOLVES  ESTABLISHING 
AND  EXTENDING  THE  COMMISSION 


CHAPTER  162,    RESOLVES  OF  1967 
Resolve  providing  for  an  investigation  and  study  by  a  Special  Commission 

to  Develop  a  Master  Plan  and  Program  for  Taxation  Within  the 

Commonwealth. 

Resolved,  That  a  special  commission,    consisting  of  three  members 
of  the  senate,   five  members  of  the  house  of  representatives,    and  seven 
persons  to  be  appointed  by  the  governor,    is  hereby  established  for  the 
purpose  of  making  an  investigation  and  study  of  the  entire  area  of  taxation 
within  the  commonwealth,    including  state,    local,    special  district  and 
county  taxation,    and  the  assessment,    collection  and  distribution  of  taxes 
and  revenue  with  the  purpose  of  developing  a  master  taxation  planning 
program  for  the  commonwealth  for  the  period  nineteen  hundred  and  sixty- 
nine  to  nineteen  hundred  and  seventy-nine,    inclusive.     Said  commission 
shall  also  undertake  the  necessary  research  essential  to  the  preparation 
of  such  a  p]an,    and  in  so  doing  shall  study  the  revenue  needs  of  the  common- 
wealth and  its  political  subdivisions  for  the  period  involved,   and  shall  recom- 
mend ways  and  means  of  providing  revenue  to  meet  such  needs  and  also  shall 
recommend  such  revision  and  codification  of  the  existing  tax  laws  as  may 
appear  necessary  and  desirable. 


IV. 

Said  commission  may  call  upon  officials  of  the  common- 
wealth or  its  various  subdivisions  for  such  information  as  it  may  desire 
in  the  course  of  its  investigation  and  study.     Said  commission  may  accept 
gifts  and  grants  of  money  from  the  federal  government  or  any  other  public 
or  private  source.     Said  commission  may  co-operate  with  any  agency  of 
the  commonwealth  or  its  political  subdivisions  in  the  conduct  of  its 
investigation  and  study  and  may    enter  into  co-operative  agreements  and 
contracts  with  any  agency  of  the  commonwealth  or  its  subdivisions  and 
with  any  private  association,    organization  or  corporation  for  the  receipt 
of  federal  and  other  grants  and  gifts  and  for  professional  services,    clerical 
and  other  services  and  supplies  in  connection  therewith. 

Said  commission  shall  report  to  the  governor  and  to  the 
general  court  the  results  of  its  findings  in  the  form  of  a  master  plan  and 
program  for  taxation,    including  substantiating  documents,    schedules  and 
exhibits  together  with  recommendations  and  drafts  of  legislation  to  imple- 
ment said  plan  by  filing  the  same  with  the  clerk  of  the  senate,    and  a  copy 
thereof  with  the  governor,    not  later  than  January  fifteenth,    nineteen  hundred 
and  sixty -nine. 

Approved  December  13,    1967. 

CHAPTER  3,    RESOLVES  OF  1969 
Resolve  reviving  and  continuing  the  Special  Commission  established  to  make 
an  investigation  and  study  relative  to  developing  a  Master  Plan  and 
Program  for  Taxation  Within  the  Commonwealth  and  authorizing  said 
Commission  to  travel  without  the  Commonwealth. 


V. 

Resolved,  That  the  special  commission  established  by  chapter  one 
hundred  and  sixty-twc  of  the  resolves  of  nineteen  hundred  and  sixty-seven 
is  hereby  revived  and  continued.     Said  commission  is  hereby  authorized 
to  travel  without  the  commonwealth.     Said  commission  may  report  from 
time  to  time  to  the  general  court* 

Approved  February  20,    1969. 


VI. 

The  Commonwealth  of  Massachusetts 


LETTER  OF  TRANSMITTAL 


October  21,    1970 

To  His  Honor,   Lieutenant  Governor  Francis  W.   Sargent,   Acting  Governor, 
and  the  Honorable  Senate  and  House  of  Representatives: 

The  Special  Commission  to  Develop  a  Master  Tax  Plan  has 
compiled  a  mass  of  data  on  the  Massachusetts  fiscal  system  and  economy. 
This  data  will  be  made  available  in  a  series  of  reports,   the  first  of  which, 
on  constitutional  limits  on  the  tax  power,   was  published  in  1969.     The  others, 
which  will  be  published  in  the  near  future,   deal  with  the  present  revenue 
structure  (and  comparisons  with  the  revenue  structures  of  other  states), 
the  revenue  needs  of  the  Commonwealth  and  its  political  subdivisions;  and 
the  potential  of  the  Massachusetts  economy  to  produce  revenues  sufficient 
to  meet  the  anticipated  needs  through  the  existing  tax  structure. 

Pending  the  publication  of  these  factual  reports,   the  Com- 
mission has  been  studying  the  data  in  order  to  identify  the  problems  which 
need  attention  and  consider  some  of  the  possible  solutions.     It  has  the 
honor  to  present  the  results  of  its  deliberations  to  date  in  the  form  of  this 
interim  report,   which  summarizes  the  findings  of  the  four  factual  reports 
and  then  outlines  the  Commission's  tentative  proposals  for  dealing  with  the 
most  serious  shortcomings  of  the  present  tax  structure. 


vii. 


By  indicating  at  this  time  its  present  thinking  and  tentative 
objectives,   the  Commission  hopes  that  public  discussion  of  its  proposals 
will  enable  it  to  shape  its  final  recommendations  to  meet  more  precisely 
and  effectively  the  needs  of  the  Commonwealth  and  its  citizens. 

Respectfully  submitted, 

GEORGE  V.   KENNEALLY,   JR. 

Chairman 
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TENTATIVE  PROPOSALS  FOR  A  MASTER  TAX  PLAN 

FOR  THE  COMMONWEALTH. 

Introduction. 

The  primary  task  assigned  to  this  Commission  is  the 
difficult  and  unique  one  of  developing  a  "master  taxation  planning 
program"  for  the  Commonwealth  and  its  political  subdivisions  for  the 
next  decade.     In  order  to  accomplish  this  objective,   the  Commission 
was  further  directed  to: 

(1)  study  the  entire  area  of  taxation  within  the 
Commonwealth,    including  state,   local, 
special  district  and  county  taxation; 

(2)  study  the  assessment,    collection  and  dis- 
tribution of  taxes  and  revenue; 

(3)  study  the  revenue  needs  of  the  Commonwealth 
and  its  political  subdivisions  for  the  period 
involved; 

(4)  recommend  ways  and  means  of  providing 
revenue  to  meet  such  needs;  and, 

(5)  recommend  such  revision  and  codification  of 
the  existing  tax  laws  as  may  appear  necessary 
and  desirable. 


2. 

This  enormous  assignment  has  never  been  attempted 
before.     Many  commissions  in  the  past  have  studied  the  tax  structure 
or  specific  taxes.     Commissions  have  studied  specific  assessment  and 
collection  problems.     Commissions  have  investigated  and  proposed 
revisions  in  the  distribution  of  revenue  to  the  political  subdivisions  of 
the  Commonwealth.     And,    finally,    past  commissions  have  proposed 
solutions  to  pressing  revenue  needs  on  the  state  or  local  level.     But     no 
commission  to  our  knowledge  has  been  asked  to  achieve  all  these 
objectives  as  part  of  one  assignment  and  for  such  an  extended  period  in 
the  future. 

Nonetheless  and  despite  a  considerable  lack  of  data  in 
certain  areas,   this  Commission  has  approached  its  assignment  as  one 
which  could  and  should  be  done.     It  has  had  prepared  for  its  use  and  for 
the  use  of  the  Governor  and  the  General  Court,   four  extensive  documents 
which  gather  together  the  information  necessary  for  all  to  have  for  a 
proper  understanding  of  the  problems  which  confront  us  as  citizens  of 
Massachusetts  and  of  its  cities,   towns,    and  counties.     These  reports  —  one 
of  which  is  now  in  print  and  three  of  which  are  in  the  process  of  being 
completed—are  as  follows: 

(1)  Constitutional  Limits  on  the  Tax  Power  (First 
Report  of  the  Commission,    Senate  No.    126, 
1969); 

(2)  The  Revenue  Structure  and  a  Comparison  with 
Other  States; 

(3)  The  Economy  and  Its  Revenue  Potential; 

(4)  The  Revenue  Needs  of  the  Commonwealth  and 
Its  Political  Subdivisions. 


3. 

The  findings  of  these  reports  will  be  summarized  below; 
the  pertinent  facts  and  comparisons  will  be  outlined;  and  the  problems 
which  face  us  identified. 

In  addition,   however,   the  Commission  feels  obligated 
to  present  to  the  officials  of  the  Commonwealth  and  to  the  public  the 
briefest  possible  outline  of  its  conclusions  drawn  from  data  collected 
for  it  and  to  be  presented  in  the  above  reports   and,   more  importantly,    its 
tentative  proposals  for  long-term  revisions  in  the  state  and  local  tax 
structure,   the  administration  of  taxes,    and  the  distribution  of  state 
financial  assistance  to  local  units  of  government. 

The  Commission  would  like  to  emphasize  two  words: 
tentative  and  long-term. 

The  proposals  contained  herein  are  tentative.     They  are 
being  presented  at  this  time  for  purposes  of  public  understanding  and 
discussion.     They  are  specific  enough,   we  believe,   to  indicate  the  present 
direction  of  the  thinking  of  the  Commission  in  its  suggestions  for  the 
future  and  yet  general  enough  to  allow  amendments  deemed  to  be  necessary 
after  public  discussion. 

The  proposals  contained  herein  are  long-term.     They 
are  not  designed  to  meet  the  specific  immediate  and  pressing  need  for 
new  revenue.     They  are,   however,   presented  in  sufficient  detail  that 
a  revenue  program  can  be  designed  to  meet  the  immediate  budget  require- 
ments,   when  the  amounts  required  are  more  accurately  determined,    which 
will  fit  into  the  long-term  master  plan  for  the  future. 


4. 

Constitutional  Limits  on  the  Tax  Power. 

The  Massachusetts  Constitution  of  1780  authorized  the 
General  Court  to  levy  "proportional  and  reasonable"  taxes  on  persons 
and  property  and  "reasonable"  excises  on  merchandise  and  "commodi- 
ties. "    Although  the  tax  power  is  an  inherent  attribute  of  sovereignty, 
the  Courts  have  interpreted  these  constitutional  authorizations  as 
limitations. 

As  a  result,   taxes  on  property  must  be  levied  at  the 
same  rate  on  all  property  within  each  taxing  district;  with  narrow 
exceptions,   no  special  exemptions  or  rate  differentials  may  be  made. 
But  local  rates  of  taxation  vary  widely,    and  thus  the  rate  at  which  property 
is  taxed  depends  on  its  location.     This  proved  appropriate  for  tangible 
property,    which  benefits  directly  from  local  expenditures,    but  not  for 
securities,   which  in  addition  are  difficult  to  assess  as  property.     None- 
theless,   a  constitutional  amendment  was  required  before  the  tax  on  shares 
and  bonds  could  be  based  on  income  and  levied  at  a  uniform  rate  (different 
from  the  rate  on  unearned  income)  throughout  the  Commonwealth.     This 
amendment,    approved  in  1915,    also  made  it  possible  to  tax  earned  income 
at  a  uniform  statewide  rate,   but  did  not  allow  graduated  rates  on  any  income. 

Excises  need  not  be  "proportional";  graduated  rates  are 
permissible  for  the  inheritance  tax,    an  excise  on  the  transmission  of 
property  at  death,    and  specific  rates  per  gallon  on  motor  fuels  are  valid. 
Excises  can  also  be  levied  on  "privileges"  conferred  by  the  state,    such  as 
that  of  doing  business  as  a  corporation,   but  not  on  "common"  rights,   like 
that  of  doing  business  as  a  trust  with  transferable  shares. 


5. 

The  Revenue  Structure  and  a  Comparison  with  Other  States. 

Although  the  per  capita  revenue  from  state  and  local 
taxes  is  relatively  high  in  Massachusetts,    so  is  the  level  of  per  capita 
personal  income.     And  in  fact  the  position  of  Massachusetts  relative 
to  other  states,   both  in  tax  burden  and  in  personal  income  has  improved 
over  the  last  20  years.     The  picture  which  emerges  is  that  of  a  relatively 
prosperous  state  which  has  been  able  to  meet  a  demand  for  a  higher  level 
of  public  services  than  some  of  the  less  industrialized  states. 

Massachusetts  state  and  local  taxes  have  been  classified 
into  five  major  groups:    the  property  taxes,   the  personal  income  tax, 
the  consumer  and  transaction  taxes,   the  business  excises,   and  miscellaneous 
taxes. 

In  1968,   as  in  1949,   the  property  taxes  predominate  to  a 
greater  extent  than  in  other  states,    although  their  share  of  total  state  and 
local  tax  revenue  has  declined  from  61%  to  53%.     In  the  United  States  as 
a  whole  the  average  proportion  of  total  revenue  raised  by  property  taxes 
is  40%.     Business  excises  were  the  next  most  important  tax  source  in  1949; 
since  the  introduction  of  the  sales  tax,   the  consumer  and  transaction  taxes 
are  now  more  important,    although  by  a  smaller  margin  than  in  other  states. 
But  the  strongest  percentage  growth  in  the  tax  system  was  registered  by 
the  personal  income  tax;  this  growth  was  caused  by  a  general  increase  in 
earned  incomes.     But  the  level  of  personal  income  taxation  in  Massachusetts 
is  not  particularly  high  in  relation  to  those  of  other  states.     In  comparison 
with  other  states,    Massachusetts  derives  relatively  less  revenue  from 
licenses  and  fees  and  nontax  revenue. 


6. 
The  Property  Taxes 

The  local  tax  on  real  and  personal  property  is  the 
oldest  tax,    and  in  many  ways  the  most  complex  because  of  the 
numerous  exemptions  enacted  over  the  years  to  mitigate  the  burdens 
borne  by  different  classes  of  taxpayers.     Several  other  taxes  may  be 
regarded  as  descendants  of  the  property  tax,    in  that  they  represent 
attempts  to  cure  inequities      or  inefficiencies  of  local  property  taxation 
and  assessment  by  substituting  uniform  statewide  taxes  on  certain  classes 
of  property.     The  most  conspicuous  example  is  the  motor  vehicle  excise; 
others  of  the  same  type  are  the  excises  on  farm  animals  and  equipment, 
on  ships,    and  on  aircraft.     For  convenience  these  are  treated  as  property 
taxes,    although  from  the  point  of  view  of  constitutional  doctrine  even  those 
which  are  based  on  value  are  regarded  as  excises.     The  personal  income 
tax  and  the  property  base  of  the  corporation  excise,    a  business  excise, 

r 

came  into  being  as  substitutes  for  the  property  tax.     The  exclusions  of 
corporate  property  from  local  property  taxation  are  more  extensive  than 
those  provided  in  other  states,    at  least  until  recently. 
The  Personal  Income  Tax 

The  personal  income  tax  is  really  a  series  of  taxes,   levied 
at  different  proportional  rates.     Its  original  purpose  was  to  remove 
inequities  in  the  local  assessment  of  stocks  and  bonds  under  the  property 
tax.     The  tax  on  earned  or  business  income  and  the  tax  on  annuity  income 
are  the  direct  descendants  of  an  ancient  component  of  the  local  property  tax; 
the  elaborations  have  not  changed  their  basic  structure.     The  tax  on  gains 
from  the  purchase  or  sale  of  intangibles  and  the  special  tax  on  gains  from 
the  public  taking  of  real  property  were  introduced  after  the  adoption 
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of  the  income  tax  amendment  to  the  Constitution  in  1915.     Thus  the 
Massachusetts  personal  income  tax  structure  differs  radically  from 
the  structure  of  the  federal  income  tax  and  from  the  income  tax 
structures  of  other  states,    although  in  recent  years  the  methods  of 
determining  income  under  the  Massachusetts  tax  have  been  conformed 
more  closely  to  the  federal  pattern. 
The  Consumer  and  Transaction  Taxes 

Consumer  and  transaction  taxes  have  also  had  a  long 
history  in  Massachusetts.     The  present  excises  on  cigarettes  and 
alcoholic  beverages  date  from  the  19  30's,    although  they  had  colonial 
counterparts;  other  earlier  excises  on  luxury  and  other  goods  have 
disappeared.     The  two  most  important  taxes  in  this  group  from  the  point 
of  view  of  revenue,   the  motor  fuels  excise  and  the  sales  and  use  tax,    are 
modern.     The  Massachusetts  sales  and  use  tax,   first  adopted  in  1966,   has 
one  of  the  lowest  revenue  yields,    in  comparison  with  other  states,   because 
of  its  limited  coverage.     Taxes  similar  to  these  are  levied  by  all  but  a 
few  states.     Taxes  similar  to  the  deeds  excise  are  also  common. 
Separate  taxes  like  the  Massachusetts  meals  excise  and  room  occupancy 
excise  are  less  so,    except  as  parts  of  more  general  transaction  taxes. 
The  Business  Excises 

Constitutionally  and  legally,   the  business  excises  are  taxes 
on  the  privilege  of  doing  business  in  the  Commonwealth.     The  most  impor- 
tant of  them  is  the  corporation  excise,   which  was  first  levied  in  1864  as  a 
substitute  for  the  property  tax  on  the  value  of  the  shareholders'  interests, 
after  deduction  of  the  value  of  property  subject  to  local  taxation.     A  tax  on 
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net  income  was  added  in  1919,   but  the  property  base  was  retained  and, 
although  greatly  changed  in  1962,    preserves  a  close  connection  with 
the  property  tax  which  is  unique  among  state  corporation  taxes.     Separate 
excises  are  imposed  on  commercial  banks,    savings  banks,    insurance 
companies,    and  public  utilities  corporations. 
The  Miscellaneous  Taxes 

The  most  important  of  the  miscellaneous  taxes  is  the 
inheritance  tax,    an  excise  on  the  privilege  of  receiving  property  passing 
on  death.     First  enacted  in  1891,    it  has  had  substantially  its  present  form 
since  1907,    although  the  rates  have  been  increased  several  times,   most 
recently  in  1969.     The  inheritance  tax  and  the  racing  tax,   which  is  collected 
by  the  Racing  Commission,    are  the  only  Massachusetts  taxes  levied  at 
graduated  rates.     For  purposes  of  this  report  licenses  and  fees  are  also 
treated  among  the  miscellaneous  taxes. 

The  Economy  and  Its  Revenue  Potential. 

The  significant  economic  forces  are  per  capita  personal 
income,   which  is  relatively  high  in  Massachusetts  and  has  been  growing 
rapidly  during  the  past  decade;  employment,   which  has  grown  slowly 
overall  and  has  been  particularly  weak  in  the  manufacturing  sector  in 
the  Commonwealth;  value  added,    which  has  grown  but  more  slowly  than 
in  the  United  States  as  a  whole;  productivity,   which  has  been  lower  than 
the  United  States  average  and  has  even  declined  in  relation  to  the  average; 
and  investment,   which  has  been  large  here  and  is  expected  to  continue  so 
in  the  immediate  future. 

During  the  past  15  years  the  export  base  in  the  Massachusetts 
economy  has  been  declining  relative  to  the  local  sector  and  the  level  of  total 
economic  activity,    mainly  because  of  high  energy  costs  and  distance  from 


9. 
markets.     The  relatively  slow  growth  of  defense-related  industries 

such  as  electrical  machinery,    transportation  equipment,    and  instruments 
has  not  been  able  to  offset  the  decline  of  the  traditional  export  industries 
of  textiles,    apparel,    and  leather.     But  the  economic  well-being  of  Massa- 
chusetts ultimately  depends  on  the  continued  growth  of  the  national 
economy;  and  Massachusetts  is  in  a  position  to  take  advantage  of  an 
expanding  service  export  base  and  of  the  national  demand,   which  can  be 
expected  to  increase,   for  highly  skilled  services  and  their  related  manu- 
facturing industries. 

On  the  basis  of  statistical  relationships  between  past 
revenues  and  personal  income  and  between  total  personal  income  and 
personal  income  of  the  export  sector,   future  yields  of  the  present  Massa- 
chusetts revenue  structure  and  of  its  most  important  components  have 
been  projected  according  to  different  estimates  of  the  growth  of  personal 
income  and  the  relative  size  of  the  export  sector.     This  projection  shows 
that  the  Massachusetts  tax  structure  seems  quite  responsive  to  the  growth 
of  personal  income.     Total  revenues  for  fiscal  1970  were  approximately 
$3  billion.     Assuming  that  the  Massachusetts  economy  continues  to  grow 
at  a  moderate  rate,   total  revenues  under  the  present  structure  and  rates 
of  taxation  have  been  projected  to  a  level  of  $5  billion  by  1980.     Even  if 
the  economy  were  to  remain  relatively  stagnant,    the  1980  projection  is 
for  a  total  revenue  of  $4.  6  billion;  on  the  most  optimistic  estimate 
regarding  economic  growth,    on  the  other  hand,    a  yield  of  as  much  as 
$6  billion  is  projected. 

Revenue  Needs, 

The  term  "revenue  needs,  "  found  in  the  resolve,    is  in  one 
sense  a  misnomer.     Demands  from  the  public  for  services  to  be  supplied 
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through  government  are  subjective  and  difficult  of  objective  measurement, 
and  may  or  may  not  be  "needs.  "    To  predict  over  the  years  the  level  of 
such  demands,    and  the  extent  to  which  legislative  bodies  will  appropriate 
funds  to  meet  them,    is  at  best  a  difficult  task,    and  at  worst   a  guessing 
game.     A  subcommittee  of  the  Commission  has  done  a  great  deal  of  work 
in  this  area,    from  interviewing  t  he  heads  and  staffs  of  governmental  units 
charged  with  budgeting  and  expenditure  responsibilities  to  producing  on  a 
computer  various  extrapolations  of  historical  data  curves.     The  Commission 
is  not  prepared  at  this  time  without  further  work  to  publish  any  specific 
projections  in  this  area.     The  final  report  will  attempt  to  fill  this  void 
in  the  present  document.     It  would  seem  that  failure  to  have  specific  expendi- 
ture projections  does  not  impair  the  value  of  the  balance  of  this  report. 
A  sound  structure  well  adapted  to  and  in  conformity  with  the  economic 
strengths  and  weaknesses  of  the  Commonwealth  should  adjust  appropriately 

to  any  reasonable  level  of  expenditure  by  means  of  changes  in  rates. 

Recommended  Sources  of  Revenue. 

The  primary  concern  of  the  Commission  is  the  over-reliance 

of  Massachusetts  on  the  property  tax  as  a  source  of  revenue.     Not  only 

does  Massachusetts  receive  a  far  greater  share  of  its  total  revenue  from 

this  source  than  do  other  states;  but  more  importantly  the  burden  of  the 

tax  is  excessive.     It  is  the  most  regressive  tax  of  all  those  in  the  entire 

tax  structure  and  a  real  deterrent  to  economic  expansion.     The  total  levy 

on  real  and  personal  property,    not  including  the  motor  vehicle  excise, 

was  $1.  4  billion  in  1969.     This  burden  was  imposed  on  a  property  tax  base 

which  on  an  equalized  basis  (i.  e.  ,    if  all  property  were  actually  assessed 

at  full  and  fair  cash  value)  amounted  to  $28.  2  billion.     It  amounted  therefore, 
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to  a  tax  averaging  $49.  70  per  thousand  dollars  of  full  value.     Expressed 

differently,    this  tax  is  roughly  the  equivalent  of  a  sales  tax  of  5%  on  the 

full  value  of  the  property,    as  if  it  were  purchased  and  re -purchased 

annually.     Consequently,    the  Commission  begins  its  recommendations 

with  a  proposal  for  the  reallocation  of  the  overall  state  and  local  revenue 

structure  —  in  terms  of  the  percentage  of  the  total  received  from  each  of 

the  major  revenue  categories. 

For  the  fiscal  year  19  71,    the  proportions  of  the  revenue 

sources  are  presently  estimated  as  follows: 

Property  taxes  54% 

Personal  income  tax  16 

Consumer  and  transaction  taxes  14 

Business  taxes  9 

Miscellaneous  taxes  2 

Nontax  revenues  5 

Total  Ioo%                                    <yn 

For  the  future,    the  Commission  recommends  that  the 

property  tax  percentage  be  reduced  from  54%  to  42%,    and  that  other  taxes 

be  increased  accordingly.     The  model  structure  suggested  by  the  Commission 

would  be  as  follows: 

Property  taxes  42% 

Personal  income  tax  21 

Consumer  and  transaction  taxes  21 

Business  taxes  9 

Miscellaneous  taxes  2 

Nontax  revenues  5 

Total  100% 

These  percentages  would  be  written  into  the  tax  laws  of  the  Commonwealth 

to  serve  not  only  as  an  indication  of  overall  state  and  local  revenue  policy 

but  also  as  an  effective  control,    so  that  the  overall  structure  would  closely 

approximate  the  model  in  future  years. 


12. 

In  the  same  manner,    the  revenue  policy  statute  would 
specify  which  of  the  taxes  levied  by  the  state  and/ or  local  governments 
would  comprise  each  of  the  above  categories  of  revenue  sources  and  the 
proportionate  contribution  to  be  made  by  each  tax  to  the  total  for  each 

category. 

The  administrative  mechanism  by  which  these  statutory 
percentages  would  serve  as  a  future  control  is  spelled  out  in  a  later 
recommendation. 

Recommended  Realignment  of  Responsibilities 

for  Collection  and  Distribution  of  Revenues. 

The  Commonwealth  has  delegated  to  the  governments  of 
the  three  hundred  and  fifty-one  cities  and  towns  the  responsibility  for 
carrying  out  certain  governmental  functions,    mainly  in  the  fields  of 
education,  public  safety  and  public  works.     The  unequal  ability  of  these 
cities  and  towns  to  provide  the  required  services  is  of  great  concern  to 
this  Commission. 

To  meet  the  cost  of  local  expenditures,    the  Commonwealth 
has  limited  its  cities  and  towns  to  one  tax  source  only,    the  real  and 
personal  property  tax  (including  the  motor  vehicle  excise).     In  addition, 
there  are  available  certain  nontax  revenues,    some  federal  aid  and  a  state 
aid  program  currently  providing  approximately  $380  million. 

But,    even  with  state  aid  of  this  magnitude,    the  property 
tax  (including  the  motor  vehicle  excise)  accounted  in  fiscal  1970  for  a 
\  total  of  $1.  54  billion  or   81%  of  local  expenditures,    and  even  more  significantly, 
71%  of  the  total  revenue  of  all  cities  and  towns. 
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But  the  burden  of  the  local  tax,    oppressive  as  it  is,    is 

not  its  worst  feature.     Even  more  unsound  as  a  matter  of  fiscal  policy 

is  the  fact  that  the  spending  needs  of  the  cities  and  towns  vary  widely 

and  with  no  relation  to  differences  in  the  tax  base. 

Some  communities  have  a  capacity  to  support  their 
spending  for  each  individual  they  are  called  upon  to  serve  which  is 
four  or  five  times  as  great  as  in  other  communities  whose  service  obli- 
gations are  the  same  or  less.     Stated  in  another  way,   for  similar  per 
capita  expenditures,    certain  communities  because  of  their  proportionately 
small  tax  bases  are  required  to  impose  tax  rates  four  or  five  times  as 
great  as  others  providing  the  same  level  of  services. 

This  situation  of  excessive  overall  burden  and  grossly 
uneven  distribution  on  an  individual  city  and  town  basis  is  further  aggravated 
by  the  fact  that  the  local  property  tax  is  a  residual  tax,   that  is,    one  utilized 
to  meet  all  local  revenue  needs  not  otherwise  met.     As  such,    it  increases 
annually  not  in  proportion  to  local  spending  increases,   but  to  that  extent 
and  to  the  extent  additionally  that  other  local  revenue  sources  including 
state  aid  fail  to  keep  pace  with  such  increased  expenditures. 

State  aid  to  local  governments  has  tended  to  reduce  to  some 
extent  the  disparity  between  communities.     The  school  aid  formula  in 
particular  was  designed  specifically  for  this  purpose.     But,   there  is  a 
multiplicity  of  other  programs  approaching  school  aid  in  aggregate  dollars. 
These  are  simply  shared  programs  with  the  state  aid  amounting  to  a  uniform 
percent  of  total  expenditure  without  regard  to  local  ability. 

The  Commission  has  been  studying  a  plan  under  which 
current  responsibilities  for  collection  and  distribution  of  revenues  would 
be  completely  realigned.     This  would  be  done  in  a  manner  which  will  reflect 
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a  more  realistic  appraisal  of  what  are  presently  the  relative  responsi- 
bilities and  functions  of  government  at  the  state  and  local  levels.     Such 
a  realignment  of  responsibilities  would  provide  that  within  the  stated 
revenue  policy  percentages  described  above  (1)  the  state  would  levy 
sufficient  taxes  so  that  combined  with  other  revenues  it  could  appropriate 
annually  to  a  Local  Aid  Distribution  Fund  an  amount  equal  to  some  stated 
percentage  (possibly  80%)  of  the  total  expenditures  of  all  local  governments 
during  the  fiscal  year,  and  (2)  in  order  for  the  state  to  collect  a  sum 
sufficient  to  make  this  distribution,the  state  be  authorized  to  levy  a  state 
property  tax,    which  would  be  assessed  on  an  equalized  (or  actual  full  and  fair 
cash  value)  basis,   billed  along  with  the  local  tax,    collected  locally  and 
remitted  to  the  state.     The  formula  by  which  this  very  greatly  increased 
amount  of  state  aid  would  be  distributed  and  the  details  of  the  property  tax 
suggestions  are  described  below. 

Proposals  for  a  Revenue  Policy  Commission. 
If  the  suggestions  of  the  Commission  with  regard  to  the 
adoption  of  statutory  percentages  for  each  category  of  taxes  and  for 
each  tax  within  each  category  are  accepted  as  a  desirable  statement  of 
future  revenue  policy,   there  must  be  established  an  administrative 
mechanism  which  will  annually  review  the  revenues  received  from  all 
sources  and  provide  for  the  necessary  rate  changes  in  each  tax  in  order 
that  the  proportions  received  from  each  source  annually  will  conform  to  the 
recommended  model.     From  the  Commission's  viewpoint,    only  a  temporary 
benefit  will  be  received  if  tax  revisions  are  made  which  will  for  a  year  or 
so  achieve  the  goal  of  reducing  the  percentage  of  all  revenue  received  from 
the  property  tax  if  no  control  is  established  to  insure  that  the  revenue  policy 
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which  initiated  such  reductions  becomes  a  permanent  policy  and  one 
which  can  be  changed  only  after  public  discussion  and  legislative 
debate  and  vote. 

The  administrative  control  mechanism  which  the  Com- 
mission is  exploring  is  a  Revenue  Policy  Commission. 

The  Revenue  Policy  Commission  being  considered  by  the 
Commission  would  be  a  permanent  agency  of  the  state  government 
composed  of  seven  members:    the  Governor,   the  President  and  the 
Minority  Leader  of  the  cenate,    and  the  Speaker  and  the  Minority  Leader 
of  the  House  of  Representatives,    ex  officio,    or  their  designees,    and  two 
additional  members  chosen  by  the  first  five,    one  the  mayor  of  a  city  and 
the  other  the  chairman  of  a  board  of  selectmen  of  a  town.     Not  more  than 
four  members  could  be  of  the  same  political  party. 

The  powers  and  duties  of  the  Revenue  Policy  Commission 
would  be  as  follows: 

(1)  To  carry  on  a  continuing  program  of  research 
in  revenue  needs  and  production,   with  statutory 
authority  to  require  submission  of  information  by 
s^tate  agencies  and  cities  and  towns  according  to 
standardized  reporting  systems; 

(2)  To  make  annual  recommendations  with  regard  to 
any  change  in  the  percentage  of  total  revenue  to 

be  obtained  from  each  category  of  revenue  sources 
and  from  each  individual  source  within  each  category; 

(3)  To  make  necessary  changes  in  rates  of  taxes  for 
the  ensuing  fiscal  year,    in  order  to  conform  to  the 


16. 

preestablished  revenue  structure,    which  changes 
will  be  submitted  to  the  General  Court  and  will 
have  the  force  of  law  unless  disapproved  by  both 
branches  acting  separately  within  thirty  days 
after  the  convening  of  the  General  Court; 

(4)  To  certify  the  amounts  to  be  appropriated  from 
the  state's  General  and  Highway  Funds  as  a 
transfer  to  the  Local  Aid  Distribution  Fund;  and, 

(5)  To  certify  the  amounts  to  be  received  by  each 
city  or  town  under  the  local  aid  distribution 
formula. 

The  Property  Taxes. 

In  order  to  meet  its  own  spending  needs  and  to  provide  the 
distribution  to  local  government,   the  Commonwealth  would  need  to  employ 
not  only  the  tax  sources  presently  available  to  it  but  part  of  the  property 
tax  as  well.     This  part  of  the  property  tax,    it  is  proposed,   would  be  used 
on  a  state-wide  basis  at  such  a  level  that,    combined  with  the  local  property 
tax,   would  produce  an  amount  equal  to  the  proportional  share  allocated  to 
property  taxes  by  the  proposed  revenue  policy  statute. 

This  is  the  major  change  in  property  taxes  which  is  being 
considered  by  the  Commission.     It  has,    of  course,    an  historical  precedent 
in  the  "state  tax"  which  was  levied  on  the  cities  and  towns,    and  included 
as  part  of  the  total  amount  to  be  raised  locally,   until  1947.     The  important 
difference  between  the  Commission's  plan  and  the  former  "state  tax"-- 
which  was  also  raised  through  the  property  tax  on  an  equalized  basis  —  is 
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that  in  the  past  the  "state  tax"  was  levied  to  finance  state  government 
costs,   whereas  the  state  property  tax  proposed  by  the  Commission 
would  be  part  of  the  revenues  which  would  be  collected  for  redistribution 
to  the  cities  and  towns  as  state  aid. 

The  state  property  tax  thus  levied  would  constitute  by  far 
the  greater  portion  of  the  total  property  tax  which  would  be  paid  by  the 
individual  property  owner.     The  local  tax  would  be  on  an  aggregate  basis 
the  amount  required,    after  local  nontax  revenues  and  federal  aid,   to  finance 
the  remainder  of  the  cost  of  local  government  not  covered  by  distributions 
of  local  aid. 

The  suggestions  made  herein  would  not  be  affected  by  the 
possible  adoption  of  the  proposed  constitutional  amendment  permitting 
classification  of  property  based  on  use  for  local  tax  purposes.     The  adoption 
of  that  amendment  would  open  the  way  to  consideration  of  further  changes 
in  the  property  tax  system. 
State  Property  Tax 

Within  the  overall  system  being  considered  by  the  Commission, 
the  state  property  tax  would  be  set  annually  at  a  rate  which  when  combined 
with  the  local  tax,   would  yield  approximately  42%  of  all  revenues.     The 
proceeds  from  this  tax  would  be  credited  to  the  General  Fund  along  with 
all  other  taxes  and  revenues1  except  those  earmarked  for  the  Highway  and 
other  funds.     The  General  Fund  would  then  finance  the  state's  expenditures 
and  the  transfer  to  the  Local  Aid  Distribution  Fund. 
The  Local  Property  Tax 

That  portion  of  the  property  tax  which  would  be  raised  locally 
would,   under  the  Commission's  proposal,   be  used  for  local  purposes --to  pay 
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for  services  to  property  by  the  local  governmental  unit.     The  Commission 

therefore  suggests  that  all  real  property  in  a  city  or  town  pay  some  tax, 
except  property  of  the  United  States  Government  which  cannot  constitu- 
tionally be  taxed,    churches,    cemeteries,    and  other  property  which  serves 
primarily  the  citizens  of  the  individual  community.     This  could  be  accom- 
plished in  the  following  manner: 

(1)  Owners  of  residential,    commercial, and  industrial 

property,    except  those  determined  to  be  hardship 
cases,   would  pay  a  tax  at  the  local  rate  on  land 
and  buildings,    including  those  now  receiving  what 
might  be  called  personal  exemptions --widows, 
veterans,   the  blind,    and  the  elderly; 
(2^  Institutions  currently  exempt  from  property 

taxation-- charitable,    educational,   literary, 
scientific,   benevolent  and  others- -could  be 
taxed  at  the  local  rate  on  the  value  of  their 
land  but  not  buildings; 

(3)  In  a  similar  manner,   the  state,   county,    and 
municipal  governments  and  possibly  authorities 
would  be  required  to  pay  the  city  or  town  a  tax 
on  the  value  of  their  land  located  in  each  com- 
munity,  but  again  not  on  buildings.     In  the  case 
of  the  state,   this  would  be  a  replacement  for  the 
present  reimbursement  for  state-owned  land; 

(4)  Forest  lands  and  the  property  of  urban  renewal  and 
limited  dividend  corporations  would  continue  to  be 
taxed  in  a  special  manner. 


w* 
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In  addition,   the  Commission  is  considering  a  proposal 
that  all  personal  property,    except  home  furnishings  in  a  permanent 
residence  and  except  property  presently  subject  to  a  state-levied 
excise,   be  taxed  at  the  local  level.     Subject  to  resolution  of  certain 
constitutional  problems,   this  could  in  addition  include  such  property  now 
exempt  as  inventories  and  machinery  of  manufacturing  corporations, 
which  in  turn  would  be  removed  from  the  property  base  of  the  corporation 
excise. 

Certain  kinds  of  property- -particularly  the  property  of 
public  utilities- -are  difficult  to  assess  locally,    and  the  present  system 
of  having  some  property  assessed  locally  and  some  assessed  by  the  State 
Tax  Commission  is  both  illogical  and  inequitable.     The  Commission 
therefore  might  propose  that  the  property- -other  than  real  estate- -of 
electric  systems,   telephone  systems,    gas  pipe  lines,   railroads,    and 
other  utilities  be  assessed  at  the  state  level  and  that  each  city  or  town  be 
advised  annually  of  the  assessed  valuation  of  that  part  of  the  system  located 
therein. 
Exempt  Property 

The  Commission  suggests  that  the  exemptions  now  granted 
charitable,    educational,   literary,    scientific,  and  benevolent  institutions 
might  apply  against  the  state  property  tax,   but  not  the  local.     This  would 
mean  that  the  cost  of  exempting  these  institutions  because  of  their  social 
value  would  be  spread  across  the  state  rather  than  at  present  only  in  the  town 
in  which  they  are    physically  located.     Thus,    a  community  which  now  bears 
no  cost  for  the  exemptions  granted  a  hospital,    an  university,    a  library,    or 
charity  but  whose  citizens  make  use  of  such  facilities  would  be  bearing  part 
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of  the  cost  of  such  exemptions.     On  the  other  hand,   the  communities 
which  actually  perform  some  services  for  the  institutions --such  as 
fire  and  police  protection- -would  receive  some  revenues  to  offset  the 
costs  of  such  services  from  the  local  tax  on  the  assessed  value  of  the 
land  alone. 
Personal  Exemptions 

It  is  proposed  that  the  exemptions  now  granted  to  individuals 
such  as  widows,   veterans,   the  blind  and  the  elderly  apply  against  the  state 
tax- -except  for  exemptions  granted  because  of  financial  hardship,   which 
would  apply  on  both  the  state  and  local  level. 

The  same  argument  applies  here  that  applies  in  the  case  of 
institutions.     The  exemption  is  being  granted  either  tbecause  of  financial 
hardship,  because  of  widowhood,   physical  incapacity  or  age- -and  is  not 
related  directly  to  the  city  or  town  in  which  one  resides.     Therefore,   the 
cost  of  relieving  such  persons  of  part  of  their  tax  responsibility  should  be 
borne  on  a  state-wide  basis--and  the  local  tax  would  apply  except  in  cases 
of  financial  hardship. 

Actually,    a  plan  might  be  considered  which  ceased  to  treat 
this  tax  relief  as  an  exemption  from  property  taxes  but  would  instead 
provide  tax  relief  through  a  direct  housing  subsidy  for  all  widows,   veterans, 
blind  and  elderly  who  qualified.     Thus,   persons  who  now  receive  no 
assistance  because  they  are  rent  payers  or  dependent  on  others  for  housing 
but  who  are  in  identical  circumstances  could  receive  a  similar  subsidy.     If 
such  person  were  already  receiving  a  housing  subsidy  through  some  form  of 
public  assistance,   this  could  be  taken  into  consideration  and  there  would  be 
no  duplication. 
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State-levied  Excises  in  Lieu  of  the  Personal  Property  Tax 

It  is  proposed  that  certain  personal  property  now  subject 
either  to  the  personal  property  tax  or  motor  vehicle  tax  be  exempt  from 
both  the  state  and  local  tax  and  subjected  instead  to  a  state-levied  excise. 
This  would  mean  that  the  state  would  collect  the  motor  vehicle  excise  as 
well  as  determine  the  value  as  presently.     Also,    such  other  kinds  of 
personal  property  which  is  now  either  difficult  to  assess  or  to  locate- - 
such  as  boats,    airplanes,   mobile  homes,    and  travel  trailers  —  would  be 
subjected  to  a  similar  excise.     Payment  prior  to  registration  would 
facilitate  collection  of  these  excises. 
Property  Tax  Administration 

The  property  taxes  envisioned  in  this  recommendation 
would  be  administered  by  basically  the  same  agencies  or  officials  as  at 
present.     Assessments  would  be  made  locally  by  local  assessors.     But 
we  propose:    (1)  that  a  program  of  state  supervision,   training  and  certi- 
fication of  local  assessors  be  instituted  immediately;  (2)  that  the  salary 
of  the  positions  of  assessors  be  increased  commensurate  with  th^  training 
required;  and  (3)  that  all  current  assessors  be  given  the  opportunity  to 
avail  themselves  of  this  training. 

The  state,    in  turn,   would  continue  to  determine  the  equalized 
valuation  for  each  community.     But  we  propose:     (1)  that  a  much  more 
accurate  and  complete  equalization  be  determined  than  can  be  done 
presently  with  the  limited  number  of  personnel  assigned  to  this  function; 
(2)  that  the  most  modern  methods  and  equipment  be  employed  in  the  reporting 
and  development  of  data  for  such  equalization;  (3)  that  the  personnel  involved 
receive  at  least  the  same  training  as  that  given  local  assessors  with  such 
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additional  training  as  might  be  required;  (4)  that  current  personnel  be 
given  the  opportunity  to  avail  themselves  of  this  training;  and  (5)  that 
there  be  close  coordination  between  local  assessment  and  the  determination 
of  equalized  valuations. 

It  is  suggested  that  both  the  state  and  local  property  tax 
be  billed  at  the  same  time  on  a  two-part  bill  which  would  clearly  show 
the  local  assessed  value,   the  local  rate,  and  the  local  tax  due  and  the 
equalized  assessed  value,   the  state  rate,    and  the  state  tax  due.     The  local 
collector  would  then  collect  both  taxes  and  periodically  remit  to  the  state 
treasurer  state  tax  collections  on  hand.     Also,    the  double  payment  system 
already  in  the  new  fiscal  year  law  would  apply  to  both  taxes. 

The  Personal  Income  Tax. 

The  present  tax  on  personal  income  is  perhaps  one  of  the 
most  inequitable  and  inefficient  taxes  in  the  entire  tax  structure.     Because 
the  tax  is  levied  at  different  rates  on  different  classes  of  income,    it  falls 
most  unevenly  on  taxpayers  with  identical  incomes  from  different  sources. 
Also,   large  amounts  of  income  from  some  sources--such  as  interest  on 
savings  deposits  in  any  bank  and  net  rental  income- -escape  taxation 
altogether,   thus  making  the  present  tax  even  more  unfair. 

In  addition,    it  would  be  difficult  to  devise  a  tax  which  causes 
more  problems  in  taxpayer  compliance.     The  tax  return  required  of  a 
taxpayer  ineligible  to  file  a  short  form  because  of  the  size  or  source  of  his 
income  is  complicated  unnecessarily  by  the  classified  nature  of  the  tax  and 
the  fact  that  exemptions  and  deductions  apply  against  some  classes  of 
income  and  not  others. 
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Finally,    enforcement  of  the  tax  is  hindered,    especially 
any  effective  use  of  the  exchange  of  information  possible  with  the 
Internal  Revenue  Service. 

For  these  reasons,    it  is  suggested  that  the  present  tax 
be  revised  in  several  ways: 

(1)  That  all  kinds  of  income  be  subject  to  the 
tax; 

(2)  That  the  tax  be  levied  at  a  uniform  rate, 
without  regard  to  source  of  income; 

(3)  That  the  Massachusetts  return  be  simplified 
and  compliance  facilitated  by  requiring  the 
taxpayer  to  show  gross  income  figures 
required  on  his  federal  return; 

(4)  That  certain  kinds  of  income  which  cannot 
be  constitutionally  taxed,    such  as  interest 
on  federal  securities,   be  deducted  on  the 
state  return  and  that  certain  income  not 
taxable  federally  be  added  to  the  income 
figures; 

(5)  That  there  be  applied  against  the  gross  income 
thus  determined,    an  exemption  which  would 
diminish  with  the  level  of  total  income. 
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The  Commission  believes  that  the  foregoing  would 
result  in  a  progressive  tax;  one  with  a  much  simpler  return  and  the 
possibility  of  most  taxpayers  being  able  to  file  a  short  form;  one 
which  can  be  easily  enforced  through  the  exchange  of  information 
with  the  federal  government;  and  yet  one  which  does  not  tie  the 
Massachusetts  tax  directly  to  the  federal  tax  but  retains  in  the  Comm- 
wealth  the  basic  decisions  as  to  which  income  will  be  taxable  or  exempt. 

The  Commission  is  concerned  about  the  extra  burden 
borne  by  taxpayers  who  pay  to  send  their  children  to  nonpublic  schools 
while  contributing  to  the  support  of  the  public  schools  through  their 
local  taxes.     The  solution  which  the  Commission  is  considering, 
assuming  that  there  is  no  constitutional  obstacle  to  it,   is  to  give  the 
parents  a  fixed  credit  against  their  income  tax  for  each  child  actually 
attending  a  nonpublic  school. 

Nothing  in  these  recommendations  is  incompatible 
with  possible  future  constitutional  changes  to  allow  a  graduated  income 
tax. 
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The  Consumer  and  Transaction  Taxes. 

Within  the  proportion  of  the  total  revenue  which  must  be 
derived  from  consumer  and  transaction  taxes,   the  Commission  suggests 
the  following  course  of  action  with  some  alternatives. 

The  first  step  which  should  be  taken  is  the  imposition  of 
the  retail  sales  tax  on  certain  articles  which  were  subject  to  special 
excise  taxes  prior  to  the  enactment  of  the  retail  sales  tax  on  April  1,    1966, 
i.e.   motor  fuels,    cigarettes,    and  alcoholic  beverages.     The  reasons  for 
this  decision  have  been  well  expressed  by  the  leading  writer  on  the  retail 
sales  tax,   John  F.   Due,    State  Sales  Tax  Administration,   pp.    193-4. 


"The  most  unfortunate  of  all  the  major 
exemptions  is  that  of  goods  subject  to  special 
excises.     The  purpose  of  the  exemptions  has  been  to 
avoid  a  form  of  'double  taxation,  '  the  taxing  of  one 
commodity  by  two  different  taxes.     Actually,   there 
is  no  justification  for  such  exemptions  and  there  are 
some  very  good  reasons  for  not  providing  them.     If 
the  excises  were  regarded  as  justifiable  prior  to  the 
use  of  the  sales  tax,   there  is  no  reason  why  the 
relative  burden  on  these  commodities  should  be 
reduced  when  the  sales  tax  is  introduced.     If  the 
combined  burden  is  regarded  as  excessive,   the 
downward  adjustment  should  be  made  in  the  excises, 
not  by  exempting  items  from  the  sales  tax.     This 
kind  of  exemption  complicates  the  operation  of  the 
sales  tax.     Vendors  must  insure  that  the  tax  is  not 
applied  to  the  items  and  must  therefore  keep  a 
separate  record  of  their  sales.     This  is  often  not 
done  accurately,    audit  is  complicated  and  made  more 
time  consuming,    and  the  way  is  paved  for  some  out- 
right evasion.     It  is  far  more  satisfactory  to  apply  two 
taxes  to  the  same  item  than  to  exempt  it  from  the 
general  levy.     This  argument  is  particularly  relevant 
to  cigarettes,   which  are  sold  by  very  large  numbers  of 
vendors,    many  with  poor  records,    and  virtually  all  of 
whom  sell  other  goods  as  well.     But  it  also  applies  in 
large  measure  to  liquor  and  gasoline.  " 
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For  purposes  of  administrative  simplicity,   the  Commission 
feels  that  the  present  special  excises  on  meals  and  room  occupancy,   now 
imposed  at  the  rate  of  5.  7%,    should  be  brought  under  the  retail  sales  tax, 
even  though  this  would  mean  some  loss  of  revenue.     There  would  seem  to 
be  no  reason  in  equity  why  these  two  items  should  be  subject  to  discrimi- 
natory rates.     Furthermore,   bringing  these  items  under  the  general  retail 
sales  tax  would  qualify  taxes  on  them  for  deductibility  under  the  federal 
income  tax  which  is  not  presently  the  case. 

An  additional  item  which  is  not  presently  subject  to  any  tax, 
alcoholic  beverages  consumed  on  the  premises,   would  seem  to  be  an 
appropriate  subject  for  taxation.     While  such  beverages,    if  consumed  as 
part  of  a  meal,    are  presently  subject  to  the  meals  excise,   they  are  not 
taxable  if  no  meal  is  involved.     There  seems  to  be  no  logic  in  this  exemption, 
and  its  elimination  would  reduce  the  revenue  loss  resulting  from  transferring 
the  tax  on  meals  from  the  present  special  excise  to  the  retail  sales  tax. 

With  the  revenue  from  the  sales  tax  thus  increased,   if  additional 
revenue  is  still  required  to  make  up  the  total  proportion  from  the  category 
of  taxes  there  are  two  courses  of  action  possible:     (1)  extending  the  retail 
sales  tax  to  sales  of  certain  kinds  of  property  or  certain  transactions  not 
now  taxed;  (2)  increasing  the  rate  of  the  tax. 

Sales  or  transactions  which  might  be  taxed  are:     (1)  disallowance 
of  the  trade-in  value  on  purchases  of  motor  vehicles,   boats,    and  airplanes; 
(2)  machinery  and  equipment  used  directly  in  manufacturing,    etc.;  (3^  utility 
services,   gas,    electricity,   water,   telephone;  (4)  certain  personal  services, 
such  as  repair  and  installation  charges,   professional  services,    amusement 


and  recreation  services;  (5)  apparel;  and  (6)  food.  27. 

In  addition,   the  Commission  recommends  an  increase  in 
the  motor  fuels  tax,   not  only  because  the  current  rate  is  relatively  low 
but  because  this  would  provide  funds  for  the  Highway  Fund  which  could 
be  transferred  to  the  Local  Aid  Distribution  Fund  for  aid  to  cities  and 
towns  for  highway  purposes. 

The  Business  Taxes. 

The  Commission's  basic  concern  in  this  area  is  that  this 
category  of  taxes  especially,   but  also  the  entire  revenue  structure  in 
general,    contribute  in  every  way  possible  to  bolstering  the  economy  of 
the  Commonwealth,    encouraging  commercial  and  industrial  expansion, 
and  creation  of  new  employment — especially  in  the  failing  manufacturing 
sector  of  the  economy.     Therefore,    it  has  been  urged  that  the  proportion 
of  total  revenues  from  this  source  not  be  increased.     However,    certain 
changes  in  taxes  within  the  overall  category  are  worth  considering. 

One  change  which  is  under  consideration  is  that  all  excises 
levied  for  the  "privilege  of  doing  business"  be  measured  by  some  measure 
of  net  income  allocated  to  Massachusetts  and  that  present  taxes  measured 
by  deposits,   tangible  personal  property,   or  premiums  be  discontinued. 
There  are  two  arguments  for  this  proposal:     (1)  the  business,   whether  it 
is  a  business  or  manufacturing  corporation,    a  commercial  bank,    a  savings 
or  other  thrift  institution,    or  an  insurance  company,   would  pay  a  tax  only 
if  and  to  the  extent  that  it  was  in  fact  a  profit-making  venture;  (2)  if  personal 
property  is  to  be  taxed  locally,    if  the  proceeds  from  intangible  property- - 
savings  deposits- -are  to  be  taxed  as  income,    or  if  machinery  and  equipment 
are  to  be  taxed  under  the  sales  tax  at  the  time  of  purchase,   then  the  neces- 
sity of  measuring  any  part  of  the  business  excise  by  such  property  is  diminishei 
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The  argument  that  the  state  needs  these  measures  as  a  stable  source 
of  revenue  in  times  when  net  income  falls  off  is  of  doubtful  validity 
when  the  small  proportion  of  total  revenue  which  is  received  from  this 
source  is  considered. 

A  major  change  in  which  this  proposal  would  result  is 
the  manner  of  taxing  insurance  companies.     The  Commission  certainly 
has  no  desire  to  further  complicate  the  present  situation  in  the  insurance 
field  in  the  Commonwealth.     However,   it  is  felt  that  taxing  insurance 
companies  according  to  a  definition  of  net  income- -as  does  the  federal 
government- -is  preferable  to  one  based  on  premiums.     Also,   it  would 
be  extremely  difficult  to  work  a  premium  tax  into  the  automatic  rate  changes 
contemplated  by  the  revenue  policy  statute.     In  the  case  of  an  increase  in 
the  premium  tax  rate,  the  retaliatory  provisions  of  the  laws  in  other  states 
would  have  an  adverse  effect  on  the  taxation  of  Massachusetts  companies. 

Miscellaneous  Taxes. 

With  respect  to  the  inheritance  tax,     and  taxes  on  horse  and 
dog  racing  and  proposals  for  new  taxes  from  legalized  off-track  betting, 
the  tentative  views  of  the  Commission  can  be  summarized  with  relative 
ease,    although  certain  specific  numbers  and  other  details  remain  to  be 
supplied  after  further  research. 
Inheritance  Taxes 

Consistent,  with  the  views  of  the  prior  Special  Commission 
on  Taxation  and  the  recommendation  in  its  report  of  April,    1955,   the 
present  Commission  is  disposed  to  recommend  that  the  inheritance  tax 
be  abolished  prospectively  as  of  the  date  the  new  law  is  effective,    and  that 
as  to  all  decedents  dying  thereafter  an  estate  tax  be  substituted.     It  would, 
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if  this  concept  be  the  final  recommendation,   further  be  proposed  that 
the  present  exemption  as  to  domiciliary  real  estate  held  as  tenants  by 
the  entirety  be  eliminated,    and  that  there  be  incorporated  in  the  new  law 
a  true  exemption  (in  a  dollar  amount  not  presently  determinable)  and  a 
marital  deduction.     Subject  to  certain  necessary  adjustments  (as  to  real 
estate  outside  Massachusetts,    for  example,    as  to  which  the  Commonwealth 
has  no  jurisdiction  as  to  residents,    and  a  converse  problem  as  to  non-resi- 
dent estates),   the  gross  reportable  figures  would  be  taken  directly  from 
corresponding  figures  on  lines  of  the  federal  estate  tax  return,    in  estates 
calling  for  such  a  return. 

It  will  probably  further  be  recommended  that  for  estates 
of  decedents  dying  before  the  effective  date  of  the  amendatory  legislation 
an  incentive,    in  the  form  of  some  stated  percentage  discount  from  the  tax 
as  otherwise  computed,   be  introduced  to  encourage  prepayment  on  a  dis- 
counted basis  of  taxes  on  future  interests. 

In  general,   the  proposal  would  probably  follow  the  federal 
law  as  to  treatment  of  powers  of  appointment  and  similar  refinements, 
with  certain  qualifications  possibly  to  be  incorporated,    as  suggested  in  the 
report  of  the  prior  Commission,    to  avoid  retroactivity. 

Unlike  the  prior  Commission,   we  are  inclined  to  recommend 
adoption  of  a  gift  tax,   with  rates  and  exemptions  so  keyed  as  to  yield  roughly 
two-thirds  of  the  burden  of  the  estate  tax. 

Detailed  presentation  of  these  concepts  must  await  the 
drafting  of  proposed  specific  legislation. 
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Racing  Taxes 

We  presently  contemplate  no  recommendations  for 
significant  change  in  the  taxes  on  horse  and  dog  racing.     Obviously, 
Massachusetts  must  follow  and  study  with  interest  the  experience  of 
England,    and  more  recently  of  New  York  State,    with  various  forms  of 
taxation  on  legalized  off-track  betting.     At  the  moment  we  believe  the 
experience  and  data  as  to  problems  and  yield  are  too  fragmentary  to 
permit  a  specific  recommendation. 

In  summary,    it  may  be  said  that  we  look  for  no  significant 
increased  relative  yield  from  these  taxes,    although  there  will  probably 
be  dollar  sum  general  and  proportional  increases  attributable  to  inflation 
and  decreased  value  of  the  dollar.     Massachusetts  already  relies  on  death 
duties  for  a  larger  proportion  of  its  total  tax  collections  than  all  but  a  few 
of  the  other  states,    and  it  would  seem  unwise  to  increase  that  relative 
dependence.     The  proposals  in  the  area  of  a  shift  from  inheritance  tax  to 
an  estate  and  gift  tax  are  aimed  rather  at  reducing  the  administrative  and 
collection  burden,    at  facilitating  audit  and  control,    and  at  conforming  more 
closely  to  the  federal  structure  and  philosophy  without  yielding  the  Common- 
wealth's prerogatives  in  respect  of  social  policy  to  federal  domination  and 
control. 

Nontax  Revenues. 

Within  the  amounts  of  revenue  required  from  this  category 
of  revenue,   the  Commission  suggests  several  changes:     (1)  that  certain 
licenses,   fees,    and  other  charges  be  increased  in  order  that  the  actual 
cost  of  the  charge  for  service  performed  be  recovered;  (2)  that  fees 
charged  by  registration  and  regulatory  agencies  be  set  at  amounts  which 
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would  make  such  agencies  self-sustaining;  (3^  that  proper  enforcement 
be  maintained  of  family  support  and  third  party  payments  for  patients 
in  state  institutions  and  that  adequate  personnel  be  provided  in  agencies 
concerned  to  perform  this  function;  and     (4)  that  registration  fees  for 
motor  vehicles,   particularly  for  trucks  and  trailers,   be  increased  to  at 
least  the  average  fees  for  such  vehicles  nationwide. 

Distribution  of  State  Aid  to  Cities  and  Towns. 

The  proposals  of  the  Commission  with  regard  to  the 
revenue  policy  statute,   the  creation  of  a  Revenue  Policy  Commission, 
and  revision  of  present  tax  laws  would  result  in  the  state  government 
receiving  initially  by  far  the  major  share  of  total  state  and  local  revenue. 
Each  city  or  town  would  have  the  local  share  of  the  property  tax  available 
for  its  purposes  and  would  receive  from  the  Local  Aid  Distribution  Fund 
a  share  of  state  tax  revenues.     All  state  revenues  (including  the  state  share 
of  the  property  tax  but  excluding  highway-use  taxes)  would  go  into  the 
General  Fund  for  appropriation  for  state  purposes  and  for  transfer  to  the 
Local  Aid  Distribution  Fund- -without  regard  to  source.     Also,    some  portion 
of  the  proceeds  of  the  motor  fuels  tax  would  be  credited  to  the  Local  Aid 
Distribution  Fund.     The  amounts  transferred  would  be  equivalent  to  a  stated 
percentage  of  the  cost  of  local  government  in  the  preceding  fiscal  year. 

The  funds  thus  available  for  distributions  as  state  aid  to 
cities  and  towns  would  be  distributed  as  follows: 
A.  School  Aid 


1.  Amounts  determined  as  due  under  the 

School  Building  Assistance  Program. 
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2.  An  amount  per  child  in  average  daily- 

membership  equal  to  90  percent  of  the 
average  cost  per  child  in  the  Common- 
wealth for  the  preceding  fiscal  year,    or, 
if  lesser,   the  amount  per  child  actually- 
expended  during  the  preceding  year. 


B.  Highway  Aid 


Amounts  transferred  from  the  Highway 
Fund  would  be  distributed  to  meet  a 
share  of  local  highway  costs --on  a  formula 
based  on  several  factors  including  but  not 
limited  to  road  mileage  and  population. 

C.  General  Government  Aid 

The  balance  remaining  after  payment  of 
school  aid  funds  and  highway  funds  to  each 
city  and  town  in  proportion  to  its  population, 
or  according  to  other  relevant  factors. 

In  developing  an  equitable  program  for  the  distribution  of 
significant  amounts  of  state  aid  from  the  Local  Aid  Distribution  Fund,    certain 
considerations  had  to  be  kept  carefully  in  mind. 

First,   the  plan  had  to  provide  a  strong  incentive  for  careful 
and  prudent  spending  policies  at  the  local  level.     Second,   although  the  education 
function  of  local  government  absorbs  approximately  50  percent  of  local  spending 
in  the  aggregate,  the  proportionate  spending  by  larger  communities  on  non-school 
functions  tends  to  be  substantially  larger  than  in  the  smaller  communities. 
Third,   it  is  a  matter  of  long-established  Massachusetts  public  policy  that 
educational  needs  shall  have  primacy  of  claim  on  available  public  funds. 

In  the  light  of  these  considerations,   the  program  as  recom- 
mended provides  for  no  distributions  of  any  kind  based  on  fixed  or  varying 
percentages  of  actual  expenditures.     As  to  the  school  aid  formula,   actual 
expenditures  of  an  individual  community  may  become  relevant,   but  only  as 
an  upper  limit  if  they  fall  below  the  state  per  capita  average.     While  the 
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Commonwealth  would  be  committed  to  raising,   by  state-wide  taxes,   the 

prescribed  percentage  of  the  total  cost  of  local  government  in  the 

preceding  year,   the  maximum  available  share  of  each  particular  community 

would  depend,   not  on  its  own  expenditures,   but  on  its  objective  needs  as 

measured  by  its  school  population,    and  its  total  population,    or  other 

relevant  factors. 

With  respect  to  the  school  aid  measure,    it  is  intended  that 
each  community  shall  have  available  to  it  from  state  funds,   the  full 
amount  required  to  meet  a  basic  minimum  standard  of  acceptable  educational 
programming,   beyond  which  point  it  would  provide  for  itself  out  of  its  own 
property  tax. 

As  to  general  government,   the  same  would  be  true.     The 
share  of  each  community  in  the  residue  of  the  Fund  would  be  exactly  the 
same  on  a  per  capita  basis,    except  as  other  factors  may  be  introduced.     Its 
expenditures  beyond  that  level  for  general  government  would  be  entirely  at 
the  expense  of  its  own  property  taxpayers. 

The  formulae  for  distribution  here  presented  are  elementally 
simple  and  designedly  so.     Far  more  complex  provisions  have  been  adopted 
in  the  past  with  the  laudable  objective  of  achieving  greater  equity  in  proportion 
to  their  complexity.     It  is  not  demonstrable  that  such  plans  have  achieved 
their  purpose,    particularly  those  with  built-in  incentives.     To  the  contrary, 
incentives  to  spend,    particularly  for  education,   have  more  often  than  not 
merely  brought  additional  state  funds  to  the  communities  least  needing  them. 
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The  proposed  program  is  one  attempting  to  meet  the  basic 
minimum  needs  of  all  local  governments  for  school  and  non- school  purposes 
through  the  equitable  device  of  state-wide  taxes,   leaving  to  the  local  decision 
and  local  expense  the  provision  of  government  service  beyond  that  point.     It 
is  offered  as  one  resolving,   as  far  as  practical,   the  inequities  necessarily- 
resulting  from  a  fragmentization   of  government  into  three  hundred  and 
fifty-one  independent  pieces. 


